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Research on Earnings Management for Bank Loan Financing of
Enterprises Evidence from Chinese A-Share Listed Companies

CAO Chongyan, WANG Ajing
(School of Management, University of Science and Technology of China, Hefei 230026, China)

Abstract: Bank loan financing is an important way of Chinese listed companies’ capital raising. Do enterprises manage
their earnings around the process of bank loan financing with consideration of their own interests? In order to reveal
whether the borrowing enterprises adopt earnings management for bank loan financing and explore the form of their
earnings management, the authors separate the incentive of bank loan financing from other incentives and use a
distributional test based on two groups of variables: (1) bank loans and current earnings; (2) bank loans and current
change in earnings. The result shows that enterprises adopt earnings management for bank loan financing and the form
is counterfeiting positive earnings to avoid losses. In addition, they don’t deliberately make an upward tendency in
earnings to avoid earnings decreases. The conclusion that the borrowing enterprises manage their earnings to avoid
losses is further confirmed by the following probit regression. The authors analyze the frequency of earnings
management and find approximately 4.74% to 14.15% of the enterprises being studied manipulate their earnings to
avoid losses and this proportion will increase together with bank loan financing motivation.

Key Words: Bank Loan Financing; Incentive; Earnings Management; Distributional Test; Form; Frequency
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